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. IRI sets up

regions and will offer market share information (including each company's market shar_e) regarding each b !7 D .

region. The information comes from the scanning data of individual supermarkets in each particular region.
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romotion:

Eagle came 1n the

late 1980's, and as more big players entered the market, they began to fight for shelf space. Each week, the .




companies would have to create promotions in order to compete. None of the companjes were able to sell as

many products at their regular prices they used to. In addition, the entry of mass merchandisers was to the

disadvantage of smaller companies who wanted to sell their products at regular prices rather than at

promotional prices.
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With the regard of problem of buying space in chain stores and supermarkets ._éxplajned

that originally supermarkets offered “free fills" which permitted a company to fill shelf space for free the first
| |
time. The company would respond by giving the grocery free products, after which the company would then

“keep the shelf space and pay a fee. This continued until mid-1980's, at which time the chains decided that they

wanted some minimum fee and did not want to give away the free shelt space_

motes that retailers have leverage in this situation. In order to bargain with the retailers, the

producer needs to have a'signiﬁcant market share. For example, in order to justify a certain number of feet of

| space, the company would have to show a corresponding market share and an ability to sell out the product
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—\J However, recently Frito-Lay has said that it will buy

stocked in that shelf. This disadvantages producers who wish to open and sell their goods in new areas. Since

they do not have yet have a market share, they might have to bargain with the supermarket for shelf space,

perhaps by paying a higher price.

- _ . !
any available shelf space. ﬁsuspects that they don't need it but rather are using it to prevent other

competitors from occupying that space. Frito-Lay will often outspend competitors to ﬁct the space 1n order to

ot

buy the others out of the account. However-notes that this understandably competitive behavior

and that Frito Lay may be able to justify it by explaining that it need the additional space to display its diverse

line of products.

_ Two possible justifications for buying extra space would be: Increased market share--if producers shows

its product is constantly being turned over and the shelf is often empty, it might claim that it needs additional

space--and the need to diversify a product line--a producer might need additional space in order to display all
the different types of salty foods that it is offering. In order to use the first justiﬁcatidn, that is in order fo
\

show an increased market share to the retailer to convince the retailer to allow it to buy additional shelf space,

~ companies have been known to lower their price below what the other competitors can produce the product

for, to increase the volume of sales.

If

the retailer is in need of money, he may be driven to sell the space to whoever bids the highest price for it.




- This is 2 deviation from the normal retailer mode of deciding how to allocate shelf space based on the market

share.

The exit of IKeebler and Eagle have opened more shelf space up. Frito bought a great deal of this space.

== R | -
ﬁadmits that it may not have bought the additional space even if it was economically feasible because 1t

~ couldn't justify it. Unless their market share is high enough and they're turning over good as a fast enough
rate, it doesn't make sense to buy additional shelf space and allow the product to go to get spoiled.

Exclusivity:

There is also a issue of exclusivity. There are two problems with exclusivity in this situation. Firstis
| - | | - |

the limited exclusivity problem. Frito-Lay has engaged 1n contracts with supermarketé to scll a certain bag of

potat{) chips at a certain price. The contract stipulates that no other brand can sell that product at that pricci

In order to persuade the retailer to engage in exclusive contacts, Frito offered significant rebates at the

' ieﬁd of the vear to make up for any lost profit. In addition, there is a certain amount of spending dong Dy the
| o .

producer for the benefit of the retailer, which is referred to as "spend back” moncy. This is money spent on

retailer programs such as co-Op programs, advertising that the retailer wishes to engage in seminars, and

contests. "Spend back" is another way of reimbursing the retailer for engaging in the exclusivity contracts.

While all producers engage in some degree of spend bac_ -
| _ Frito is interested in engaging in much more lucrative spend back activity.
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Frito has been engaging 1n limifcd exclusivity contracts with the following supermarkets: Uni-Mart, Dairy

Mart, and United Dairy Farmers of Columbus.

The second type of exclusivity problem is total exclusivity_

b 75

When asked Why Frito’s would engage in this type of exclusive dealing contract,_aid it

made sense if Frito’s intent was to get all of the pie rather than just a piece of it, but did not make sense

economically. Since Frito is already selling its product and occupies a large market share it will not be making

bs™
that much more profit under a exclusivity contrac e -
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mpcculates that Eagle went out of business because 1t only offered large quantity packages

of its product. Most firms cannot survive on promotions alone. They require regular price sales in order to

maintain consistent revenue to COVEr overhead.




Profit Margin:

_7 notes that there's a larger profit margin with small bags. However, since most small bags can

not be sold at regular price, most of the revenue doesn't come from the small bags of snacks. Agajn- _

-pointed out that a company needs a regular price in order to bring in consistent revenue. - )) 7D _

\ - has heard comments made i rcgarding the informal Frito motto: .
To inflict permanent damage on the competition. (| NN -
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